I.. Introduction {#s1}
================

The COVID-19 epidemic has taken the world by surprise. Initially, it was seen as a Chinese, and later South-East Asian, problem. Decision-makers around the world apparently believed that the disease could be contained and controlled within the region, following a pattern that was evident in previous outbreaks, such as SARS. However, due to a combination of different factors of natural, political and regulatory character,^[1](#fn1){ref-type="fn"}^ the epidemic has quickly spread to other parts of the world and has been eventually recognised by the World Health Organization as a pandemic. The existing interconnectedness among countries obviously facilitated that expansion.

So far, the pandemic has been predominantly seen as a public health problem. As of 3 April 2020, there were more than 1 million confirmed cases globally, with almost 60,000 registered deaths.^[2](#fn2){ref-type="fn"}^ These numbers are expected to rise sharply in the near future. While some countries appear to be gaining control over the situation (eg China), others are either still battling to slow down the spread of the disease (eg Italy and Spain) or are in the early stages, which are typically characterised by exponential growth in cases (eg the USA and Poland). There are, however, other potentially equally serious consequences, the importance of which will only be appreciated as time passes. The current public health emergency will be followed by the mutually reinforcing economic and political crises that may ultimately lead to serious social disturbance as the costs of the pandemic will not only be high, but also unevenly distributed, both among countries and among different social groups within states.^[3](#fn3){ref-type="fn"}^

As far as the economic aspect is concerned, most experts expect to see in 2020 a global recession that may take a severe form for some countries or regions. For example, JP Morgan Research anticipates a two-quarter GDP contraction in the USA of between --10% and --25%, and for the Euro Area of between --15% and --22%.^[4](#fn4){ref-type="fn"}^ The pace and extent of potential recovery still remain open questions. The political crisis may manifest not only at the national level, by undermining the electoral support for current governments, but also at the regional or international level. In this context, some experts, for example, worry about the future of the European integration project, pointing to the inadequate response of the European institutions. Others see the COVID-19 pandemic as an existential threat to liberal democracy. Indeed, there are some early signs indicating that current autocratic tendencies may be strengthened in the future.^[5](#fn5){ref-type="fn"}^

International trade is also one of the potential victims of the current pandemic. As it is too early to assess the real impact of the various processes that are taking place now, the objective of this text is limited. Instead of identifying and analysing the probabilities of different scenarios, the intention is to highlight one possible course of action that seems to be emerging in the field. To this end, the two following sections discuss the short- and long-term consequences of the current pandemic for international trade. The final section offers some brief conclusions.

II.. Short-term consequences of the COVID-19 pandemic {#s2}
=====================================================

The COVID-19 outbreak has already caused deep disruption to world trade, affecting both the supply and demand sides of the global economy. Many governments have ordered temporary closure of non-essential manufacturing facilities, while numerous corporations either have taken such measures voluntarily (eg because of the reduction in the supply of labour) or have simply decreased production due to disruptions in their supply chains. The impact of the COVID-19 pandemic is, however, most visible in the international service sector. The main victims are international tourism, passenger air travel and container shipping. Global financial transactions as well as information and communications technology services have also declined significantly.^[6](#fn6){ref-type="fn"}^ Moreover, according to the recent United Nations Conference on Trade and Development (UNCTAD) assessment, which is actually based on conservative assumptions, the COVID-19 outbreak will cause global foreign direct investments (service mode 3) to shrink by 5--15% in 2020.^[7](#fn7){ref-type="fn"}^ The demand side has also been affected as consumers around the globe are unwilling at the moment to spend their money. This phenomenon can be attributed to a common fear of loss of income (eg due to unemployment) and heightened uncertainty. Overall, one may expect to see a continued decline in the volume of international trade in the coming months. The extent of this decline is difficult to predict.

These past weeks have also seen a significant increase in states' recourse to COVID-19-related trade policy measures. In particular, some countries have decided to establish export controls over certain medical products (eg medical ventilators, certain drugs, personal protective equipment) in the form of temporary export bans or the addition of licensing/authorisation requirements.^[8](#fn8){ref-type="fn"}^ Other countries, concerned with the security of their food supplies, have introduced export restrictions over specific agricultural products, and these decisions have generated genuine concerns about potential food shortages in the global market in the second part of the year.^[9](#fn9){ref-type="fn"}^ The problem appears sufficiently serious that it has led to a joint statement by the Directors-General of the Food and Agriculture Organization, the World Health Organization and the World Trade Organization (WTO), in which they noted that "uncertainty about food availability can spark a wave of \[additional\] export restrictions, creating a shortage on the global market". In this context, they called on countries to ensure that their trade-related measures do not disrupt the food supply chain.^[10](#fn10){ref-type="fn"}^

However, it would be a mistake to think that the current epidemiological situation has only resulted in a wave of trade restrictions. The picture is much more complex. In fact, a number of states have recently removed or suspended some trade controls. For example, Argentina has suspended its anti-dumping duties on imports of certain medical products from China, while Canada has temporarily eliminated tariffs for specific categories of products if they are imported by public health agencies, hospitals and testing sites, or for use by first-response organisations.^[11](#fn11){ref-type="fn"}^ The aim of all of these measures is to ensure that there are sufficient supplies to domestic markets (either by decreasing exports or increasing imports). Interestingly, some trade restrictions have been reduced (at least temporarily) even between the USA and China, the two rivals that have been stuck in a trade war for the last two years. In particular, the USA has decided to exclude a range of medical protective gear and equipment from additional duties imposed previously under its Section 301, and new products may be added to that list in the future. Similarly, China has granted temporary exclusions for certain US goods (eg reagents or disinfectants) from its counter-duties.^[12](#fn12){ref-type="fn"}^

The pandemic has also slowed down the progress of various international trade initiatives around the globe, as states are currently preoccupied with the crisis. A good example is the new agreement between the USA, Mexico and Canada (so-called USMCA) that is supposed to replace the current NAFTA arrangement. Although it has already been ratified by all three parties, its entry into force depends on the successful implementation of its obligations at the national level. While the initial plan was slated for 1 June 2020, this initiation date is now unsustainable.^[13](#fn13){ref-type="fn"}^ Similar problems may be faced by the US--China Phase 1 trade deal concluded in January 2020 -- the preliminary agreement that sets prerequisites for ending (again, at least temporarily) the trade war between the two countries. On its basis, China undertook to purchase more US goods and service, while the US agreed to lower some of its tariffs introduced for Chinese products between 2017 and 2019. It is unclear whether, in the present situation, China will be able to meet the required purchase thresholds, and equally whether the USA will be able to deliver a sufficient amount of goods and services.

On the other side of the Atlantic, talks between the UK and the European Union over future trade relations have also stalled.^[14](#fn14){ref-type="fn"}^ According to the withdrawal agreement, the transition period for the UK ends on 31 December 2020. If no deal is reached, the mutual trade relations will be governed by WTO rules. That seems to be a very unappealing option, particularly for the post-COVID-19 world, so one may expect to see (probably relatively soon) the extension of the deadline.

III.. Long-term consequences of the COVID-19 pandemic {#s3}
=====================================================

The global economy is built on the specialisation of labour across countries. In line with the theory of comparative advantage, which provides the foundation for the current system of the international exchange of goods and services, such specialisation allows for maximisation of total output and improvement in welfare. The COVID-19 pandemic has shown, however, that clear benefits of the system come with costs. As noted by two commentators, "single-source providers, or regions of the world that specialize in one particular product, can create unexpected fragility in moments of crisis, causing supply chains to break down".^[15](#fn15){ref-type="fn"}^ Such disruptions can have significant impacts, both on individual companies and on global systems of distribution. For example, China is a dominant global supplier of active pharmaceutical ingredients for many important medications. In 2018, it accounted for 95% of the US imports of ibuprofen, 91% of hydrocortisone, 40--45% of penicillin and 40% of heparin.^[16](#fn16){ref-type="fn"}^ Such a situation becomes particularly problematic in times of crisis when production facilities are not fully operational, while the demand of the domestic market may require countries to redirect part of their export. This is also true for other sectors, even if the consequences of possible disruptions are not so dramatic.

This newly discovered risk may eventually lead to profound changes in existing supply chains. The early signs of such a process have been visible over recent years with the Trump Administration pressuring American companies (albeit for different reasons) to move their production back to the USA, or at least to outside of China.[^17^](#fn17){ref-type="fn"} These efforts have been only partially successful, but the current outbreak may trigger a more strenuous response. Interestingly, it seems that both private companies and governments may now be interested in introducing such modifications. From the point of view of private companies, shortening and diversifying supply chains can be a rational strategy that allows them to ensure smoother operations and eliminates the risk of supply shortages. For governments, this may be a way to limit dependence on one country (particularly in emergency situations) and as a consequence make them better prepared for future crises. This way of thinking is well illustrated by the recent statement from US Secretary of State Mike Pompeo during an interview in which he stressed the need to "fundamentally review our supply chains and make sure that we know those supply chains and have control over them for moments just like this".^[18](#fn18){ref-type="fn"}^ It seems that this approach will be followed regardless of who wins the upcoming presidential election. In the past, regulatory initiatives aimed at reducing vulnerabilities in supply chains have attracted bipartisan support in the American Congress.^[19](#fn19){ref-type="fn"}^

Drawing on historical parallels, some commentators argue that the consequences of the pandemic will be even more far-reaching. They forecast a resulting deep and lasting transformation of the process of globalisation.^[20](#fn20){ref-type="fn"}^ The new world, as expected to emerge, will be characterised by tighter immigration rules, newly erected trade and investment barriers and technological decoupling, with a central role reserved for states rather than for international institutions (as it seems that only states are capable of offering solutions to existential challenges such as the COVID-19 pandemic).^[21](#fn21){ref-type="fn"}^ The probability of this scenario is further increased by various recent developments. It seems that some fundamental reorganisation of the global economy and international order has actually been going on for some time. In this context, it is worth noting that some multilateral institutions have already been marginalised. The WTO may serve here as a perfect example with its partially paralysed dispute settlement system.^[22](#fn22){ref-type="fn"}^ In response to the series of recent migration crises, immigration rules have also been strengthened in many countries. Global trade restrictions have been on the rise for last couple of years, and they are not limited to the economic relations between the USA and China.^[23](#fn23){ref-type="fn"}^ The European Union, which is traditionally very open to international trade, has recently taken a more assertive stance in its willingness to impose more vigorously its anti-dumping duties, countervailing measures and trade sanctions, as well as to undertake strategic investment screening.^[24](#fn24){ref-type="fn"}^ Technological decoupling -- seen by both China and the USA in terms of competition for global technological supremacy -- has been an important part of their trade war.^[25](#fn25){ref-type="fn"}^ A series of the recent competition proceedings by the European Commission against American technological companies also seems to constitute one of the elements of this process. Whether this will lead to the resurrection of national states (as suggested above) or rather to a segmentation of the world that will be based on regional economic blocs around local hegemons that compete against each other in the global power game is still an open question.^[26](#fn26){ref-type="fn"}^

IV.. Conclusions {#s4}
================

Although some of the short-term consequences of the COVID-19 pandemic for international trade are serious, they do not appear to be unmanageable. From this perspective, one could expect that once the pandemic disappears (or is at least under control), international trade will go back to business as usual. However, in a different time frame, the potential impact of the pandemic may be more profound than initially anticipated, leading to structural changes in the process of economic globalisation. While the seeds of such a process were sown some time ago, the COVID-19 pandemic may exacerbate existing tendencies for states to turn inwards and compete more openly for economic and political dominance in the world. Whether this actually happens will greatly depend on the length and severity of the current pandemic. The bigger its impact, the greater are the chances that we will see the paradigm shift in international trade relations and governance.
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